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Dear Applicant: 
JUL 16 1992 

We bat@ conlfdered pour application Par recognition of exemption from faderal 
incoma t a x  u~fler section 5011c)IS) of the lateraal Revenue Code a d  have 
fi~termined tbat you do aot qualify icr tax exeeptim under tbat sectioa. Our 
reasons tor tb i s  conclusion and the fac t s  GO which it is based are o ~ l a i n e d  
below. 

The iwtorr~tiwa euhi t t sd  iadientes t b a t  ycu were incorporatad m ********* **  
***** , und.%r tbs non-profit laws of the Stata ot ******* , ?be ~ U E ~ O S B S  for 
which you were formed are "... tc further and promote conmunity veltare of the 
~ ~ o p e r t p  owrj6t~ i n  the gubdi~ision and t o  provide tor tha improvensnt, . 
r~intenascs, preservation and control o t  all common areas, a8 map be permitted 
or aetboaizect 'by law, ni thin ***************************** * * * * * **** ******  
********, and ko pirom3te the b s a l t b ,  sat eby and waif ar8 of tho ownare ot tb4 
rPal cSIate v i t h i n  the subdivision ..." 
the cwam area consists of ". . . an open grass area with sore trees. It is 
epproxinately * acres in size." "The deed to the common area is contingent . 
on settlement o t  &a eetsto. The assnciaticn its fulfilling the stipulations o:L' 
the &state  which muat be rzt to  receive clear t i t l e  to the caamn ataa 
p r ~ p a r t y . ~  "The area controlled by *** ******* is a romeon area witbin th6 
*********  ******* suh-division." 

Y'mr Arti5led ob Incorp~ration ~ r o v i d e  tb9 . t  "Every person OF e n t i t y  who enters 
jato sr agroeaunt t o  purchase or who is a record ovner of a feo,  or undivided 
tee,  interest i n  m y  Lot which is subject t y  cc~irenants of reco~d t o  aaer,oasatlrri 
by Rhs Assocj.ation shall be sne$tled to membership in the &ssociation." The 
amcsiati~zt's wcmber~hip is l i s i t a d  t o  property owners rithin fully davalaped 
P, ' ~ l c n t i a i   lot, an4 i t  does nlzt 3 6 i k  a d d i t i o n a l  membfirs. 

Your incl'mc is deri;.cd from membership dues and qrcsa invastment inccare. Ezch 
atcmber icj obligated tr: pay tc  the Assori9tion annual and s~isc ia l  aee2s!cmentt 
~ h i c h  are  S O C U I E ~  by s continuing 1i;n upon t h c  prnpcrty aq~inst which tho 
assi:86~~c: nt i e  m ~ ~ d c .  

'C 
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Yoar expenses inclllde mowing of the grass, pamerats of electric for coancm . .. 
2 area strerrtliphts, payrants of pr~arius liability insurance, paytar-nts of ' .. . *. !' ,. -_ - prapertp taxes,  and mainteaance of ********   and volley b a l l  tour:. 

. The activities conduct led by the  oraanizat ion consist anoual neight~rhoo4 -,. , .. , 

clean aps, Aolidsy l ight  displays, maintenance and imgrovsment of pathways, ., .; , ; + 

picnic tnbles ,  oo9lep b a l l  court, area storage shed, ant coRaan area. .. . . 
Scactaon 5911~1131 of the Cod? provides f a r  the exeaption from federal incoee 
tax of org~niz~tions organized and operated exclusita?y for charitable ,  
religiore, scientif iz,  literary or edueaticn31 purposes, or t o  taster national 
or intermtianal a ~ a ~ u e r  competition,. or  for  tbe prevention of cruelty t o  
children or an9maXs, n'l part  of the  net. eaeninqs of which inures to t h e  
benefit af any prirata shareholder or iadivddu91. X abaraholdzr refers t o  
anyone bhwilag a personal and private? interi~estr i n  t h e  activities of tbe . 
organization. 

Section 1.501 tc) (31-1 (a )  !ll of the Inrape Tax R~gulatians provides that to  be 
exempt, an organization must he both araani.xed and operated exclusively tor 
one or more exempt purpo9es. 4f an orsani?alion f ~ i l e  t o  m e t  either tba 
organizational cr operational twt , t i 9  not exanpt . 
The organization does not m e e t  the orgaaizat.iona1 t e s t  of soction 501(c)5(3) 

..;r : - ', . . - 
+ . Lt~caust? i t s  purpc~sefl are not sxclus.ively ~ i t h j , n  the interrd~aent of section . . 

SblCc!!?) 853 it's nsszts sr2 n3t 3eJicatdd t o  section 503ic)  ( 3 )  purposes. . . .LC,, 
b.. 

S' . 
Section 1-501 1c) ( 3 )  -1 (c) 1.2) 6 4  t h e  Regulatic!ng provides, i r ~  part, that  an 
otaanization is not operated exclusively for one or more exempt psrpsses i f  
its net earnirgs inure i n  whole or i n  part to  the benef i t  of pr iva te  
shareholders or Sndi~iduals. 

S e c t i a n  1.501tc)  ( 3 )  -1 ( d l  ! i i l  of ?he Regulations p r o ~ i d o s  t h a t  an organization 
is not organized and operated ~ x c l u s f v e l g  fcr one or R O ~ B  p!vrpcse$ specified ' 
In sestio~ 50l(c){31 unless it  serves A puhl ie  rather than  private  interest. 
Thus, t o   eat the ,repviresa,r~ts of s e c t i o n  501 ( c )  t 3 1 ,  i t  is  necessary for an 
organization t o  est.atlish t h a t  i t  is not organized or operated fo r  the  benefit 
to  private interoc'ts such a!] dt.t ir~na:ed i r t l i v i d u a l s .  

Thus to  aeet th6 reqrt.itcaenC of this . s l~bpar.s~ra,ah,  i t  is necessary for an 
organization to e%t&l?liah taat it is rret organized lor operated for the benefi t  
of private inttreste svch as Yesignated indicjdua. l s ,  t h e  cres ta t  or his 
fami ly ,  shareholdsrs of t be ot:ganizsr in~t,  or persms ccntrol l . d ,  d irect ly  or 
indirectly, by 29ch private  intcreala . Hork>ovrr, er.% though a n  cruanizatfon 
~ 1 3 1 ~  have fixerrrpt p~irpoPes,  f t  vi71. not brj ..rclnaibered aw operating exclusi:r62y 
for  such purposas Sf nore t h a n  an i n ~ l ~ b 9 t a n t & a l  part  of its activities serve a 
private  interest. 



- ********* ***********************. . - 
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. 3 .  : . . 
- A' . , 

In @gtl,t_e~~R~s~-ng_s-~.B~u-r:ea~ v. U.S. 326 U.S. 279 !1935!, C.T,D. 1850, 3945 C.B. . : . .  

. 375, .the Supre~e  Court s ta ted  th3t the presence of even a single,  nod-exempt 
" : . ,  

purpose, f.f more than insubstantial i n  nature, will d 2 f  eat  sxemptian, undar -;, :'. 
Code kect ion 5Fl(c)(3), regardless ~f t h ~  ntumber or imprjrtance of tmlg exeapt ' .  

purposes. 

I t  i s  therefore concluded that the primary purpose of your organization is to 
serve tbe iaterasts of your members. Since you are serving the prirste 
fntotosts of yaar wesbov-s you do not meet the requirements of being organized 
and oprated exclusisely for the purposes as l i s t e d  in section 5@lfc)!49 of 
tEe Code. 

Until ycu h a w  established exempt s ta tus ,  you are not relieved of thb - raqulreaent for f i l i n g  federal income tax rsturna . 
3eetion 528 of the.Intsrnal Revenue Cede which was ad3sd by the Tax Reform Act 

. . - of 1976, provides that ,  i n  certain circumstances, a non-eyeapt hariteowners ' 

, , essocPation may elrct  .not t o  be taxed on f t s  "exempt function incone which 
includes membership dues, fees or essessmentn from  nets of real property. 
.?he clec.tion is made by f i l i n g  Form f120H. 

If you do not agrea wi th  our determination, yon1 may request consid~r~ti .ot l  of . 

this patter by th.e Qff ice  of Regional bicecter of Xppeal~r. To do t h i s ,  you 
e6ou~d f iPc  61 written appeal as explained i n  t h e  enzlossd Publlcatian 8 9 .  
Your apptsr:?. should give the f a c t s ,  1an and any other infarws.tion f o supp~rt 
your positicn. It you vant a hearing,  plebs;  request i t  r7Pisjn you f i l e  p o w  
appeal and you will. be contacted t o  arrange a dst-a. ?ha 'Be~ring may Be h e l d  
at  the regional office,  sr if you rgqiteet, a t  any autita1l.y coave~isnt  district - 
office.  ff you will be reprecented by BOLeOne who is not one sf your. 
5gsincigal sff icers ,  that person vil l need t o  f i l e  a posrer of a tt'urnsy ar tax ' 

inf orwekdon authorit at ion w i t h  us. 

If  you do not appeal th i s  determination v i t h i n  3G clays from Yhu data of . th i s  ' _ 
, , 

- l e t ter ,  as ~ ~ x p l a i n s d  in Pt~Bl ica t ion  8 9 2 ,  th i s  letter ri l l  becow our f i n a l  
' determination on this aaatter.. Fnrttkrr, i f  you do not appeal t h i v  

- ttetes#insticrn in a t i n e l p  Rtsrrner, i t  v i l l  be conaidered hy the Irztcraal 
Revenue Sertice 18s a fdilure t:, exharrst al is i lable  a d e i n i e r r a k . i ~ a  remedies. 
Section 7428 (h) ('2) 0'1 tbe Cede prc~ide.1,  ?.a p a r t ,  *that "A dec l a r a to ry  jwdg~ont  
'or decree (undr~r t h i s  sectil:in s h a l l  be i ' s ~ u ' e d  i n  3)ip proceeb:ing unless the Tax 
court, the Claia~a r t ~ ( i ~ S .  OK t h e  d l s t r i c :  ::ottrt o r  the UnitciF. S t a t e s  for  t A &  
District. of. C 0 1 ~ w h . i . k  E1eter:nine~ t h 3 t  t b q  0 : -7an iza t i on  invnl .wt3 h a s  eshaustetl 
adre in i s t re t ive  rear~flies 3 u s i l 3 h l e  t s  j t  vit\!iri  thr- I r ~ t c ~ n s l  h'a:Tc.r,:l..$ S C ~ : . ~ C F ~ ~ *  , 


